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131 5 K STREET 
MODESTQ, CALiFORNIA B S @ W l ?  

TELEPHONE (209) 5274453 . 
FRX (3s) m-a 

The Honorable AG. Kiawm.~ur;r, Sec~ tcvy  
California Deparhneht of Food and Agriculture 
1220 N Strrset . . .  

Sacramento, CA 96814 

. . 

we respectfuply reque~t &at gau deny the  lass 1 -+tition filed by the   airy hatitute of 
CalifoMa. The juetiGcation W y  provide in this petition is esaentidy tbs same, yet madad, 
argument pmvided ia the petition recent& denied by the Department. The Dairy Institute 
arguw, "Becsu?l~ of the digincentiveg built into the pricing fbrrmda aurent1.y empioyed'by the 
Stabiliz&icm and ~abket;ing Plans for Markot !&&, CdSomia ~ M C Q S X W ~  irctudly haw on 
incentive k~ p d a s e ;  milk from mom cumpetititire soms.'  

As you wiU find, ~kornia 'a  Class 1 pime an, in r~aeonabla relationship to surrowding 
areas. So really, at idsue hem ie the "LMntive to purchase milk fram mole competitive 
somes" which ia not ia direct effect d Caowa's Class 1 prices being JfiiBh, but rather the 
way thh more "comP&it&e" d a i s  handled in the pool. This is rr &ct L(nL to the current 
"HillsideMPondemsa" Litigation and the faet that out-of-eta& mi& nsed for Qaaa 1 purposes is 
credited at the Clime $ price and therehm e s s e d d y  exempt fmm pod obligations. It is this 
situation, which was ktualty aupportsd by the Dairy Institute in their filing of an amicus brief 
in support of the HiU&de-Poudemsa plain- against ynr as Sderetary of CDFA that makes 
thu, milk m m  'eompbtitive," not the bet that California's Class 1.p-s are too high. 

Also, on a simdar riots, as you am aware, pwsuat to Section 62062.1 d the Food and 
Apicultual Code, s ~ t ; a r y  may hcld a heating to torudder adjustments to the Clam 1 
price if the statervide i weightad avraage Class 1 price (on milk testing 3.5 fat and 8.7 aolida not 
fat) paid to producersj is fouad to not be in a reasonable relationehip with the Class 1 prim 
paid to producers in c&atiguous states. We respectfdy argue that a Qlure 1 haaria is.not 

A cornparisan of CI& 1 pricm in calif- to that of ~~ntigu~uis C I ~ P ~  iihows that 
California pricing is &doubtedy in a reasonable rakition8~p to surrounding gtatea. In fact 
in 4 ah the last 11 months, CaIi6;,rni$s statewide Cl- 1 average has been below that of any 
surrounding area &ices with an additional 4 months in which only one 8unrrruunding area 
(So. Nevada) waa below our statewide average. When compamd to swounding orders, 
Califoraia Class 1 averages (Northern, Southern and Stateaide) for the past 11 months fall 
below or are jn-iine Mth averages in s e d y  areas. 
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Arizona C m W ,  Phw-, Tucsrm $17,38 
Oregon, Wes@rn - Mertfurd, PoutlimJd $16,93 
Southern CA-i Lo8 Angelea fEi 16.73 
Caliroraia+*tewide Average $16.69 
No. CA - S.P,, Nevak, Northwest, Reno, Whexnucr:a $18.463 
Nevada, ~outhern - Las Vegas $16.43 

. . 

As an additional mqatison, the dep&tment bas ia the past &leased data which -pares 
the Southern GaliEomia Class 1 price to what would have been .h effect if GalJfoda were a 
&&rd order. TJudei federal eider re6dnm, Clam ~'~difkreriti&%$&e e e t & M d  fcr all 
cumties in ~aliforni& T1F the difE~rentials for all the CDW[~~&M in Southern California ate , 
averaged based on *ir Class 1 utilization, tbdresultizlg weighted average Class 1 differenlal 
i& approximately $2.@7."1 Though ~~~a wae k p t  from fisderd refohm, if thie 

. eompariyozx were t o  he uaed as a bacrie to a 4 y t  Claw 1 prices ih Cdliforalia, it should be noted 
that, on average, 200(4 Southem CWmia grlces have been bebw the price that would have 
been established under federal refonn. In fad. J~u~y-Novy3~Ber 2004, the Class 1 
diffarential, when compared to the fbderal order Claas 1 baas price, averaged approximately 
$1 -69, far below the estimated $2.07 that would be in place under federal orders. 

Concern ha8 also be& mimd by the Dairy Iwtitute over tha competition &un a nearby 
producer-distributol. in Arizona capturing the Southern California Class I market. We 
tao am concemed ab& th0 BbiIiQ OftEUS PI4 tcr undercut California proce9sora to captura 
market share. Hoae~er, it should be noted that this produrn-distributor is unregulated. 

.- Them hi not a low enbugh C&oda Class 1 pice that can pasib$ compete with a 
ur,uegdated proms~@ who is not required to pay any specific pHce far tha milk he acquires. 
We argue that $&r& legisl&iun that imposes reguhtion on this PD is the only way to 
addreas this proble4 and, to this end, W ~ E Y ~ ~ ' I L I  United Dairymen ie lobbyhg collaborativcly . 
with the Dairy Institbte to clase this feedend regulatory 10o~h:oie. Lowering the Cuorraia 
Chs 1 price would not have any siflcant impact. 

/' 

Furthermore, it is o& undgr~tarr.&g that on shipments of milk from California intc federal. 
orders, processors m b t  pay the difference between the Bdaral order C h  I price and the 
California Class 1 price, when the C d W a  Clas 1 price f&:below the federal order Class I 
priee. These paymeits aro h o r n  as compensatory paymente.'f!mcesmm may argue that a 
lower Class 1 price needed in Califbnnia in order to compete with pnxesaots in surrounding 
states, particuirly @u.l;hern Nevada However, II~weriq the Cdtifodia Clms 1 ptica win only 
exacerbate the prob~@ since processors shipping iato federal &ders will be required lo pay 
ewn larger comm(atory paments. In faet, it is our understanding that a recent lawsuit has 
been filed by the Dairy Tnstitute on this very matter. Oace again, lowering tha California 
Class 1 price is not tl@ 1~1utisn. 
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All indicakiolla show that pricey in CdSornie are not only in s +easonable relationship to I 
s m u n h g  bbt am in maat imtmcea bdaw prices in nearby states. Any rductian in 
Class 1 prices at thd time would put pducsrs in California at:a clisadvantage to p r n h r ~  in 
swmun&g states. Furthermore, lower California Class 1 price8 win not addrew the 
concerns behind the Dairy Lasttuta's petithm; the cornpetitivmess of out-d-stab milk and 
unregulated producer-distributors. 

We greatly apqreciaL your attdanl5a.n to thia matter and am..su& you wi1.J find that there is no 
justification for e Clba  1 hearing at this time. 

. . 
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' i .  4 3 ,  

: -: 

Chief Executive Offi#r 
: - 

cc: Him Myrman, ~&uty Secretary 
KeQyKmg, D*edtaa; M a r b ~ g  Senrice8 
D a d  Ikari, Chief, Dairy M~rkethg B r a d  . 
Board of ~irect;a+, Westem United Dairymed 
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